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THE PUBLIC RESPONSIBILITY OF BUSINESS 
EXECUTIVES IN A FREE ECONOMY! 


The conflict that divides the world today is economic in its 
nature. Our system of economy is under direct attack in approxi- 
mately three-fourths of the world and under indirect attack in all 
the balance. If it is to survive it can do so only through the intelli- 
gence and integrity of its leadership. 

The true objective of every system of economy should be the 
maximum production of goods and services and the distribution 
of such goods and services to the maximum number of people. This 
is a large order and it vitally affects practically all human rela- 
tions. 

It cannot be successfully contested that our economy produces 
per capita the greatest quantity of goods and services of all econ- 
omies in the world and consequently has the highest standard of 
living. No one can travel over the country as I do without seeing 
and being impressed by the wide distribution of these goods and 
services and the high standard of living of the great mass of the 
people. There is virtually no unemployment in this country. The 
latest reports indicate approximately one and one-half million, 
which is about as close as it is possible to come to full employment. 

If you want further proof, try to find someone to do the 
dishes or mow the lawn. You will find that “Annie doesn’t live 
here any more.” 

One of the best indications of a high standard of living of a na- 
tion is the development and use of its energy resources. United 
Nations’ reports show that we use per capita annually the equiva- 
lent of 8 metric tons (17,637 lbs.) of coal while Great Britain uses 
only 4% tons and France 2% tons. Our economy, though under 
attack the world over, is actually “delivering the goods” better than 
any other economy in the world including those attacking us. 


The Corporation in Our Economy 


An examination of the working of our economy shows that 
the principal operating unit in our economy for the production of 
goods and services, other than in agriculture, is the corporation. 
This is apparent to you upon the slightest reflection. In the field of 
services, the railroads, airlines, bus lines, telephones, telegraph, 


1An address presented by Paul Kayser, President, El Paso Natural Gas 
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radio broadcasting, electric service, gas service—all are owned and 
operated by corporations. In the field of producion, practically all 
goods are produced by corporations. Steel, copper, aluminum, other 
metals, oil, automobiles, electric appliances and so on through the 
list of all the goods you buy—they are produced, manufactured and 
put on the market principally by corporations. 

So it is fair to say, whether you like it or not, our economy, in 
actual practice, is implemented by the corporation. 

This being true, the responsibility of the corporation executive 
to the public becomes immediately apparent. In view of the world- 


wide attack on our economy today this responsibility becomes im- 
measurably greater. 


Ownership of Corporations 


Another consideration fixing this responsibility arises out of 
_ the ownership of corporations. The Brookings Institution at the 
request of the New York Stock Exchange last year completed a 
study of stock ownership of corporations. I have attached to the 
copy of my talk a compilation showing briefly the results of this 
study. In round figures it showed that 6,500,000 individuals owned 
the stocks of all public issues and that 3,000,000 individuals owned 
the stocks of private issues. The latter is not a net addition because 
between the private issues and the public issues there will be some 
duplication. These individuals represent the direct ownership of the 
common and preferred stocks. 

But the largest interest of the public, however, in corporations 
is by way of the insurance companies and pension trust funds. 
Some form of life insurance is owned by 42,000,000 families— 
82% of all families in the United States. Under the law, life in- 
surance companies, from premiums paid by policyholders, must set 
up reserves for the benefit of policyholders sufficient to meet the 
required payments on all policies as they mature. Hence, the 
policyholder has a direct interest in these reserves. His policy is 
of no value without them. In 1950 approximately 60% of the re- 
serves of life insurance companies were invested in corporate bonds 
and mortgages. This clearly demonstrates the tremendous stake 
the public has in corporate bonds. In addition, approximately 10 
million families hold an interest in some form of annuity, pension 
or retirement fund and these funds are likewise largely invested in 
corporate bonds. The pension trust funds are growing at an ex- 
ceedingly rapid rate and represent billions of dollars in the savings 
of millions of wage earners. 
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It then becomes apparent that, through the direct ownership 
of the stock of the corporations and by the indirect ownership of 
corporate bonds through insurance companies, pension funds, etc., 
a vast majority of the American public are the real beneficial own- 
ers of the corporations. 

These general statistics may seem a little vague and difficult 
to comprehend, and so to show the facts more clearly I would like 
to give you the figures for specific companies. The company with 
which I am connected had 21 common stockholders in 1930. It 
now has 14,518. United States Steel Corporation had in round 
figures 141,000 common stockholders in 1930 and 223,000 in 1952. 
General Electric had 107,000 in 1930 and 249,000 in 1950. 

The company with which I am associated has sold all of its 
bonds to 16 insurance companies, 4 pension trusts and 11 other 
investors. From our investigation of the number of policyholders 
in the life insurance companies and the number of persons hold- 
ing interests in the Pension Trusts involved, we estimate that more 
than 2,000,000 people in effect own the bonds of our company. 
These figures clearly demonstrate the depth to which the corporate 
system has penetrated our entire economy. 

The genius of the system is that, through corporate organiza- 
tion, the savings of the masses can be made available for the pro- 
duction of more and more goods and services to sustain and raise 
the standard of living. Capital can be raised on the vast, grand 
scale that is needed only by machinery such as ours that permits 
the masses to participate. No small group has the assets sufficient 
for the task. Sufficient capital cannot be raised from the rich 
alone. They do not have it on the scale required. It can be raised 
only from the mass of the people. 


Effects of Participation by the Public 


This participation of the public in ownership of corporations 
has had and is having today a profound influence upon manage- 
ment. In the first place it has accentuated the representative posi- 
tion of management. Heretofore in many instances the chief ex- 
ecutive of a company was a majority owner and his point of view 
necessarily was that of his own individual interest. He could not 
be “unhorsed”’ except for criminal action. Now the chief executive 
must represent the collective interest of the thousands of stock- 
holders and security holders who are the real owners of the com- 
pany. If he does not he can be thrown out at the next annual meet- 
ing of the stockholders. 
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But I am familiar with the natural skepticism of youth, par- 
ticularly of college students, and I know there is the question in 
your minds: What safeguards are there to keep management from 
imposing upon the ignorance and credulity of these thousands of 
stockholders widely scattered from the place of operation of the 
company? The answer is that all management of large corporations 
live in a goldfish bowl. Periodical reports must be made to various 
governmental agencies. Periodical reports must be made to the 
stock exchange upon which the stock is listed. The executives and 
directors must make a prompt report to the stock exchange, upon 
which the stock is listed, of any transactions they may have in such 
stock. Under the Federal Securities Act of 1933 before any stock, 
bond or debenture can be sold to the public a registration statement 
must be filed with the Securities and Exchange Commission at 
Washington. This statement must be signed and sworn to by all 
the directors of the company and must give a complete history of 
the company, purpose of the issue, what is to be done with the 
money. An audited statement by an independent auditing firm 
satisfactory to the Commission must accompany the statement and 
the sufficiency of the statement must be approved by the Commis- 
sion before the securities can be offered for sale. The Act provides 
severe penalties for violation. These measures effectively safe- 
guard the stockholders’ interest. 


Development of the Annual Report 


But best of all and most effective is the annual report to the 
stockholders in which must be given an independent auditor’s re- 
port of the financial results of the year. If this audit shows that 
the company is not prospering, then management is in danger, but 
if it shows further that such failure to prosper is due to negligence 
or wrong-doing of the executives, then they are doomed. 

In this connection it must be pointed out that the actual con- 
trol of a company is placed each year by the stockholders by ma- 
jority vote of all voting stock outstanding in a Board of Directors. 
The executives are elected by the Board. If a chief executive is 
not able to deliver the goods, the self-interest of the Board sug- 
gests his removal. Otherwise, the stockholders at the annual meet- 
ing can and will change the Board. 

In my judgment, the change in practice respecting annual re- 
ports is one of the most constructive changes that has taken place 
in our national business life. I remember reading the annual re- 
port of a company with a capitalization of nearly a billion dollars 
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in 1929. It consisted of about a page and a half of letter-size paper 
—poor paper at that—and was a masterpiece of brevity. It told 
nothing of specific importance about the company. No chief ex- 
ecutive would dare sign such a report today. . 


Here again your skepticism may be aroused because such re- 
ports may be one-sided or distorted. This is actually not prac- 
tical. The Registration Statement on file with the Securities and 
Exchange Commission under which stock is sold constitutes a 
sworn record of the condition of the company and the statements 
in annual reports can be checked against such statement. A sub- 
stantial unexplained discrepancy between these two statements 
would so adversely affect the market for a stock that no one but 
the foolhardy would dare take the risk. 


Because of these facts the practice in respect to annual re- 
ports has completely changed in the last 25 years. Now all cor- 
porations of the United States vie with one another in the attrac- 
tiveness of the appearance of annual reports, the clarity, thor- 
oughness and accuracy of the information furnished to the stock- 
holders and the public. These reports are mailed to every stock- 
holder and thousands are distributed to banks, insurance companies, 
trustees of pension funds, investment bankers and others interested 
in studies of corporation securities. You can get any such report 
by writing to the company involved. 


These important developments have changed the attitude of 
executives toward the public. The old credo of “the public be 
damned” is long since past. All corporations obtain the capital 
with which to operate from the same public well. No longer can a 
handful of men get together and scribble a few figures on the back 
of an envelope and put together the capital to begin or carry on en- 
terprise. The amounts involved are too great and no handful of 
men have that much to spare. Small enterprises still can be so put 
together but if a business is to succeed and expand into a truly 
great institution it must do so by getting its capital from the great 
American public and to do so must make responsible statements of 
fact concerning the enterprise. Such fact has made the chief ex- 
ecutives of all corporations realize their dependence upon and re- 
sponsibility to the public. If the public loses confidence in the 
management of a corporation, in time that company must either 
change management or fold up. It cannot obtain the capital to 
sustain its position without the confidence of the public in its man- 
agement. 
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Importance of the Consumer 


Another important idea that has come forth in bold relief over 
the past 25 years and has made executives more responsible to the 
public has been the proposition that in a free competitive economy 
the consumer is king. 

Since the consumer ultimately pays all the bills every eco- 
nomic transaction hinges upon him. I remember a conversation 
with the representatives of United States Steel, when that com- 
pany was determining whether it should buy the Geneva Steel Plant 
in Utah from the government. Investigation was made to deter- 
mine that there were available the raw materials—iron ore, coal, 
etc.—to make the steel, then the capacity and design of the plant 
to make the plate, and then the capacity and design of the pipe mill 
to make 30” high pressure pipe out of the plate. That would seem 
to complete the study. But no! No one would be willing to spend 
the huge sums involved until the last vital step was taken. The 
figures on the quantity of 30” pipe and other products proposed 
to be made each month were submitted to the sales force and they 
were required to say whether they could sell them or not at a price 
that would justify the investment. 

It was only of slight academic interest that the iron ore and 
other raw materials existed in the earth at that point; it was like- 
wise only of slight scientific interest that steel could be made and 
plants designed to make the plate and pipe from these raw ma- 
terials. But the vital economic fact was: Will there be a con- 
sumer demand for the products at a price that will justify the in- 
vestment? The whole huge project hung on one single question 
to Le answered by the sales force—can you sell it? It all hinges on 
the consumer. 


Economic Conflict in the World 


Before closing a discussion of business problems before a 
business school, I cannot help but discuss the great conflict that is 
going on in the world. You and I are exactly on the firing line of 
that conflict. I know that our religion is under attack and all of 
the ideas of freedom are in jeopardy but the exact battle line is 
drawn on the economic front. We had the upsurge of artistic and 
intellectual effort in the Renaissance. We had the great struggle 
for religious freedom in the Reformation. We have had a great 
succession of wars and revolutions to establish and maintain po- 
litical freedom. Now we are engaged in a great economic revolu- 
tion that, because of the ruthless character of its leadership, threat- 
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ens to engulf the world in darkness, I am willing to debate the 
ideology of socialism with anyone, anywhere, any time, and am 
willing for the arguments to be tested for validity by an impartial 
mind, But the conduct of the communist party is not open to de- 
bate before impartial minds anywhere, In my judgment, the world 
will never find peace and a forum where economic problems can 
be solved by intelligent logic until the communist party is de- 
stroyed by force either from within or from without. 

But the solution of our own economic problems can be found 
and I believe are being found in our free competitive economy by 
a more enlightened understanding on the part of the business lead- 
ers of the nation of their responsibility to the public. As shown, the 
corporation is the actual working unit of our economy. To the ex- 
tent that the chief executives of these companies understand and 
discharge their responsibility to the public, our economy will be 
strong and able to withstand the shocks that it must encounter 
both in its normal development at home and in its dealings with 
the balance of the world. 


Coordination of Business and Government 


There are definite steps being taken and practices developing 
now that are bringing about a very real discharge of this respon- 
sibility of business executives to the public. An excellent illustration 
is the National Petroleum Council. This body is appointed by the 
Secretary of the Interior for the purpose of advising the govern- 
ment from time to time on matters involving the petroleum indus- 
try. It is made up of the chief executives of the industry and rep- 
resents a complete cross-section of the business. It meets from 
time to time with the Secretary of the Interior and various other 
members of the government and discusses the various problems 
facing both the government and the industry in respect to petro- 
leum. Obviously, one of the most vital problems is that of Pe- 
troleum for Defense and this body is constantly studying this prob- 
lem and furnishing to the government a great mass of information 
necessary for the intelligent preparation for defense. The mem- 
bers of this Council are thus discharging very great public respon- 
sibility. 

The Defense Statutes, in setting up government controls over 
production and distribution of goods, provided for advisory com- 
mittees from each industry affected. These committees were ap- 
pointed and in each instance met regularly with governmental rep- 
resentatives and assisted the government in setting up and admin- 
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istering the necessary controls, and in this manner rendered a dis- 
tinct public service. The present administration has further en- 
couraged this practice by calling numerous meetings from time to 
time of business executives for study of and advice upon various 
economic problems confronting the government. Some of the com- 
mittees of Congress have appointed advisory committees of busi- 
ness executives to assist them in the study of various economic 
problems submitted to the committees for action. 


These facts show a definite trend towards a discharge of the 
responsibility of business executives to the public. This trend is 
not the expression of altruistic sentiment. It is merely enlightened 
self-interest. Intelligent people today in business know that their 
business can prosper only if our economy continues to maintain 
a reasonably high standard of living and a low rate of unemploy- 
ment. This would be generally true at all times, but while our 
economy is under the pressure of attack the world over as it is to- 
day, we all know that probably if our economy ever falters or 
shows weakness in any respect it will be pounced upon by our 
enemies and torn to pieces. 

In closing I would like to say one personal word to you stu- 
dents of The School of Business. You wouldn’t be here if business 
did not have some appeal to you. Let me say first, never be ashamed 
of that. It must be apparent to you that in the world today eco- 
nomics is the great pressing problem. Business is the foundation, 
better expressed, the implementation of economics in a free econ- 
omy. So, when you engage in business properly, intelligently and 
efficiently you are contributing to the solution of the greatest prob- 
lem before us and probably are helping to prevent us from falling 
into slavery. So never apologize for that. 

Secondly, never let anyone make fun of you or be sarcastic 
about measuring a transaction in terms of a dollar. Always have 
respect for a dollar. I do not mean that in a selfish, miserly fash- 
ion. I mean it in the broad, intelligent sense. I will illustrate: Re- 
cently I had occasion to go to Pittsburgh to investigate a research 
being conducted there to make synthetic gas from coal. I found a 
whole staff of scientists and engineers working constantly on the 
problem. But what jerked me up sharpest of all was that the coal 
company conducting the experiment had set up a committee of en- 
gineers and accountants regularly employed by the company whose 
business it was to relate every new idea to a dollar! That was what 
it was all about. The academic ideas were of no actual value except 
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they could be made to serve mankind. Those ideas could only serve 
if the product could be brought within the ability of the consumer to 
buy. The science had to be related to a dollar before it could serve 
mankind. And so, as one engaged in business, | deem it an honor 
and a privilege to have been here today to speak to you who are 
preparing yourselves to take your places in the greatest economy 
the world has even seen and help it continue to function for the 
good of mankind. 
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